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CORPORATE PROFILE 


Rothmans Inc. is a public company with common shares traded on the Toronto, Montreal and 


Vancouver stock exchanges under the stock symbol ROC. 


The principal shareholder of the Company is Rothmans International B.V. of the Netherlands whose 


ownership represents 71.2% of the common shares. 


The Company manufactures and distributes a full range of quality tobacco products for Canadians 
through its 60% owned subsidiary Rothmans, Benson & Hedges Inc. (RBH). FIR Holding S.A. of 


Switzerland, an affiliate of Philip Morris Incorporated, owns the remaining 40% of RBH. 


In thousands of dollars 


Year ended March 34 1999 1998 NIST 
INCOME STATEMENT Sales, net of excise duty and taxes $532,883 $522,063 $518,647 
Earnings 64,555 67,064 60,615 
FINANCIAL POSITION Total assets $349,502 $392,887 $371,614 
Shareholders’ equity 136,910 199,101 164,601 
PER COMMON SHARE ($) Earnings Sete Ge 1226" peel 1-00 
Dividends paid 23.00* 6.00 6.00 
Shareholders’ equity 24.84 36.13 29.87 
RATIOS Return on average total capital employed 57.2% 59.1% 55.4% 
Return on average shareholders’ equity 38.4% 37.2% 40.2% 
Working capital ratio 2.0 vs 23 


* includes special dividend of $17.00 per common share in September 1998 


REPORT TO SH 


A TRADITION OF EXCELLENCE 


Reteass Benson & Hedges Inc. (RBH), your Company’s operating business, saw profit 
levels drop from the record net profit achievement of 1997/98. Both major product categories 
of factory made cigarettes and fine cut products recorded small declines in unit sales, which 
were the primary reasons for this lowered profit performance. These results have strengthened 
the Company’s resolve to continue to make every effort to reverse this market decline and 


improve its competitive position and profitability in the marketplace. 
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your-own’ products were also introduced that have shown excellent sales results and hold 
promise for the future in this important category as follows: ROCKPORT and ROCKPORT 
LIGHT PRESTO PAK tobacco sticks, CAPTAIN BLACK mini-tipped pipe tobacco cigars and, 


The year 1999 is a milestone for your operating company. It was a 
full century ago that one of RBH’s predecessor companies, The Rock 
City Tobacco Company, was founded in Quebec City. The original 
factory built in 1899 has been extended and modified significantly 
over the years and today is the manufacturing facility that produces 
all of the Canadian made products of RBH. These changes have resulted in a vastly different 
factory from that which commenced production 100 years ago. However, the traditions of its 
original employees and their dedication to producing high quality tobacco products continue 
to this day. This sense of heritage in the Quebec City factory provides employees throughout 
the organization with a great sense of pride as this memorable centenary is 


celebrated. 


During the course of the year, new cigarette products were introduced into the 
marketplace as follows: BENSON & HEDGES SPECIAL ULTRA KING SIZE, 
BELVEDERE EXTRA MILD LIGHTS, CANADIAN CLASSICS LIGHT, and a ‘new 
look’ packaging format for the VISCOUNT family of brands. Fine cut, or ‘roll- 


the most successful of all, BELVEDERE and BELVEDERE EXTRA MILD ‘ROLLS 65% MORE’ 
tobacco in a 200 gram format. Market acceptance to date of this latter product has been excellent 
and it is anticipated that this product will be launched into all areas of the country during the 


coming year. 


Consolidated earnings for Rothmans Inc. during the year ended March 31, 1999 were $64.6 
million, a decrease of $3.0 million or 4.4% compared to the previous year. The earnings 
performance of the Company continues to be negatively affected by the tobacco company 
profits surtax introduced by the federal government in 1994 which is scheduled to continue 
until February of the Year 2000. Interest earned on cash reserves provided an income of 


$2.4 million to your Company compared to $2.6 million during the previous year. 


Canada is one of the most regulated countries in the world for the production, marketing, sale 
and consumption of tobacco products. These constraints severely inhibit your operating company’s 
ability to effectively compete for added market share of its products. 
For many years the industry governed the activities of its members 
through an agreed-upon self-regulating code of conduct relating to the 
marketing, promotion, sponsorship and sale of its products. In 1989, 


the government of the day imposed the Tobacco Products Control Act 


Wena | 


(IPCA) on the tobacco industry, which served to stringently control 
all activities within the market place. A strong belief by the industry 
that this Act contravened the constitution resulted in a legal challenge 
of the Act which ultimately took six years to be heard through the 
court system. Much of the Act was struck down by the Supreme Court 
of Canada. In order to provide operating rules in the ensuing regulatory vacuum, the industry 
returned to the environment of a self-imposed industry code, significantly more stringent than 
that which had been in place prior to the TPCA. Notwithstanding the existence of this code, the 
government again decided to impose legislated rules and regulations upon the industry in the 
form of the Tobacco Act which was ultimately passed in April, 1997. Again, the industry has 
been forced into the position of having to challenge the constitutionality of this new legislation. 
To this end, the courts once again have been called upon to rule on this new law. This constitutional 
challenge is proceeding in the courts but, to date, has yet to be heard. It should be noted that 
many of the specifics of the new Tobacco Act have yet to be formalized into regulations. Issues 
relating to activity reporting, additive, ingredient and constituent reporting, and promotion rules 
have yet to be finalized and published. This lack of operating clarity has resulted in considerable 


uncertainty for RBH in its efforts to compete for market share in this regulatory environment. 


Federal and provincial tobacco taxation has remained at fairly consistent levels over the past 
several years since the tax roll-backs of 1994. A prudent tax policy by governments that results 
in realistic levels of taxation and in modest increases over time is the only way of preventing 
market distortions which are ultimately detrimental to the legitimate tobacco trade in Canada 


as well as to governments. 


We are pleased to report that in November 1998 Mr. John Barnett was appointed President and 
CEO of RBH. Mr. Barnett returns to the organization following a long and successful career 


in the brewing industry and we look forward to continued success under his able leadership. 


We wish to thank the long-standing members of the Board for their continued commitment 
to your Company and a special thank you to The Hon. Paule Gauthier and Mr. Pierre Gravelle, 
our newest members of the Board, for their valuable contributions during this past year. Two 
members of the Board, Mr. William Ryan and Mr. Daniel Prins, will not be standing for re- 
election this year. Their contributions over the years have been invaluable and they will be 


greatly missed. 


Once again, we would like to take this opportunity to thank every one of our employees for 
the loyalty, dedication and sense of purpose that has served the organization so well for the 
past 100 years. We approach the new Millennium with a great deal of optimism as to the future 


for our employees and our Company. 


The previously announced merger of Rothmans International with British American Tobacco 
(BAT) is scheduled to be completed during the second quarter of 1999. If the merger is completed, 
it is anticipated that BAT, the continuing entity, will divest the Canadian tobacco interests of 
Rothmans International in response to regulatory impediments to merging the Canadian interests 
of BAT and Rothmans International. It is not anticipated, however, that details of the divestiture 
will be known until later this year. Pending completion of the divestiture, the operations of RBH 
will continue as before and will remain separate from the operations of BAT’s Canadian tobacco 
interests. Further information will be provided to shareholders as the terms of the divestiture 


are finalized. 
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Joe Heffernan 
President and Chief Executive Officer 
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PERRET OL ILE ONT SET FT EL SE SRO 
The Hon. William M. Kell Joe Heffernan 

The Hon. W.M. Kelly Chairman of the Board 4 President and Chief Executive Officer 

Chairman of the Board 


May 5,1999 


The Hon. William M. Kelly 

Toronto, Ontario. Director since 1984. 
Chairman of the Board of the Corporation 
and President of Kelco Management Ltd. 
Member of the Senate of Canada. 


Douglas G. Bassett 

Toronto, Ontario. Director since 1997. 
Vice-Chairman of CTV Inc. He also 
serves on the boards of several 

other Canadian companies. 


Robert J. Carew 

Toronto, Ontario. Director since 1991. 
Partner, Smith Lyons, Barristers & 
Solicitors. He also serves as a director 
on the boards of several other 
Canadian companies. 


Pierre Des Marais II 

Montreal, Quebec. Director since 1986. 
President and Chief Executive Officer, 
UniMeédia Inc. He also serves on 

the boards of several other Canadian 
companies. 


Dennis Robertson 

Toronto, Ontario. Director since 1990. 
Vice President Finance for Rothmans Inc. 
and Rothmans, Benson & Hedges Inc. 
He is also a director of Carreras Group 
Limited, Jamaica and serves on the 
Central Advisory Board of Arkwright 
Mutual Insurance, U.S.A. 


Joe Heffernan 

Toronto, Ontario. Director since 1989. 
President and Chief Executive Officer 

of Rothmans Inc. He has held a number 
of positions within the Corporation since 
1977. He also serves on the boards of 
several other Canadian companies. 


The Hon. Paule Gauthier, P.C. 

Quebec City. Director since 1998. Partner, 
Desjardins Ducharme Stein Monast, 
Barristers & Solicitors. She also serves as a 
director on the boards of several other 
Canadian companies. 


Pierre Gravelle 

Toronto, Ontario. Director since 1998. 
President and CEO of Symcor Services 
Inc. He also serves as a director on the 
boards of several other Canadian 
companies. 


Daniel Prins 

London, England. Director since 1997. 
Finance Director of Rothmans 
International B.V. He also serves 

on the boards of several other 
International companies. 


William P. Ryan 

London, England. Director since 1991. 
Chief Executive Officer of Rothmans 
International B.V. He also serves on the 
boards of several other International 
companies. 


COMMITTEES OF THE BOARD OF DIRECTORS 


AUDIT COMMITTEE PENSION & COMPENSATION 


Douglas G. Bassett, Robert J. Carew, COMME z ee 
Pierre Des Marais II, Daniel Prins Douglas G. Bassett, Robert J. Carew, William P. Ryan 


OPERATING COMPANY RESULTS 

RBH sales, net of excise duty and taxes for the year ending March 31, 1999 were $532.9 million, 2.1% higher 
than in 1997/98 due mainly to the impact of higher selling prices, partially offset by an increased proportion 
of lower-priced tobacco products. Composite unit volume was lower than the previous year. 


The operating company’s share of market declined by 0.4% compared to the previous year due to 
increased offerings by the competition in the tobacco products category and continued aging of core 
cigarette franchises. The industry registered a volume decline of 0.4% with the largest decline in the 
manufactured cigarette category. 


Operating costs at $347.9 million were 5.6% 
higher than the previous year. Earnings before 


taxes and minority interest were $187.9 million, s 

4.2% lower than the previous year. RBH es 

continues to invest in modernization, ae 
replacements and on equipment related to : 
product innovation. Expenditure for the year at - 

$15.3 million represented approximately 2.9% of 

net sales ($5.1 million and 1.0% respectively in 30 

1997/98) All major capital projects are approved 

on the basis of providing a rate of return on 20 

investment greater than a threshold, or a specific 

strategic edge in the market place. 10 


ROTHMANS INC. RESULTS 


Consolidated earnings for Rothmans Inc. during 
the year ending March 31, 1999 were $64.6 
million, $3.0 million lower than the previous year. 


0 BU Li LDR T T T T “all T T 
87/88 89/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 


ROTHMANS INC. EARNINGS: millions of dollars) 
Earnings for the 1998/99 fiscal year totalled $64.6 million. 


This represented a decrease of $3.0 million or 4.4% over 
1997/98. Earnings per share were $11.71 versus $12.26 in 
1997/98. Over the past twelve years, earnings have 
increased at a compound annual rate of 7.6%. 


Net Income in the fourth quarter of 1998/99, 
after minority interest, stood at $16.9 million, 


compared with $16.8 million in the same quarter 
of 1997/98. 


Income from cash reserves was marginally lower than the previous year at $2.4 million ($2.6 million 
in 1997/98), as a result of lower investment income during the second half of the year after paying the 
special dividend in September 1998. 


The Company uses foreign currency forward contracts to hedge its exposure against certain currencies. 
The Company’s internal treasury policy prohibits use of financial instruments for speculative purposes; 
there are procedures in place to monitor and control their use. 


LIQUIDITY AND CAPITAL RESOURCES 
Total dividends paid during the year increased to $126.7 million or $23.00 per share, ($33.1 million or 


$6.00 per share in 1997/98) representing normal dividend of $6.00 per share and a special dividend of 
$17.00 per share paid on September 17, 1998. 


Cash provided by operations, on a consolidated basis, during the year totaled $118.9 million compared 
to $118.8 million in the previous year. 


Net bank indebtedness at year-end was $17.5 million, compared to cash of $66.4 million at March 31, 1998. 


The Company expects that cash from operations combined with available credit facilities will continue to 
be sufficient to meet the financing needs of the business during the coming fiscal year. It is expected that the 
Operating company's commercial paper program, which has been used only sparingly during the year, will 
continue. 


RETURN ON TOTAL CAPITAL EMPLOYED 
Return on total capital employed decreased from 59.1% in 
1997/98 to 57.2% in 1998/99. This decrease resulted from 
lower earnings and an increase in average total capital 
employed from $188 million to $196 million. Average total 
capital employed represents the quarterly average of all 
interest bearing debt, deferred taxes, minority interest 
related to Rothmans, Benson & Hedges Inc. and share- 
holders’ equity. 


RETURN ON SHAREHOLDERS’ EQUITY 
Return on shareholders’ equity increased from 37.2% in 


Return on average total capital employed = 1997/98 to 38.4% in 1998/99. This increase was due to lower 
Return on average shareholders’ equity = shareholders’ equity resulting from a special dividend paid 
10 during the year. Special dividend payments were made in 


1998/99 ($17.00 per share), 1995/96 ($8.00 per share), 1993/94 
j= : 2 aoe pee we ($18.00 per share), 1990/91 ($16.00 per share) and 1987/88 
87/88 88/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 ($40.00 per share). In 1991/92, all outstanding preferred 
shares were redeemed and cancelled by the Company. 


YEAR 2000 

Computer programs written in previous years allowed only two digits for the year in their dating system 
and, as such, the representation for the year 2000, (abbreviated as 00) will not be recognized as the 
millennium year, resulting in malfunctioning computer systems and date sensitive devices, potentially 
debilitating normal operations of businesses. 


RBH has been aware of this potential risk and has been working on modifying computer software as 
required, and editing programs for software which do not require replacement in the near future. The 
operating company replaced their key financial systems with SAP designed software which incorporate 
Year 2000 requirements. 


In recognition of risks associated with business partners and intermediaries unable to function normally 
in 2000, RBH created a new position — the Director of Millennium Compliance, reporting to the Chief 
Financial Officer. This position’s responsibility includes ensuring that the Company is year 2000 compliant, 
and that its business partners, suppliers of products and services, and customers, are also capable of normal 
operations on and after January 1, 2000. Quarterly progress reports are made to the Audit Committee of 
the Board. RBH anticipates no major disruption of normal operations. 


Nonetheless, given the intricate interdependencies which exist with business partners, the Company, in 
spite of its own commitment and efforts to contain the risk, cannot be absolutely assured of quantifying 
the financial and operational consequences related to the issue. 


REGULATORY ENVIRONMENT 

Canada is one of the most, if not the most, regulated environments in the world for tobacco products. 
There are three levels of authority in Canada governing the manufacture, marketing, sale and consumption 
of tobacco products: federal, which is virtually all encompassing; provincial, which of late has expanded 
on significant aspects of federal legislation particularly in the provinces of British Columbia and Quebec; 
and municipal, which deal mainly with local smoking ordinances and smoking in the workplace. 


Federal restrictions provided for in the Tobacco Act which was passed in April 1997 virtually eliminate 
advertising for tobacco products with a few exceptions that are essentially untenable. Sponsorships on 
behalf of tobacco trade-marks have been allowed to continue as before until October 1, 2000 and 
thereafter under an extremely restrictive regime for another three years thus rendering such sponsorships 
of questionable value to the sponsors. All tobacco sponsorships must end as of October 2003. Retail 
restrictions disallow advertising or promotional activity with the exception of the display of products 
available in a tobacco outlet so long as stocks of tobacco products are not accessible to customers prior 
to purchase. 


New proposed regulations to the Tobacco Act call for significantly increased reporting of product 
information and all promotional activities to federal authorities including the disclosure of all additives, 
ingredients and constituents in all tobacco products. Newly proposed packaging regulations call for the 
reduction of the area allocated to trade-mark presentation to the point where individual tobacco companies 
may have to seek relief from the courts for trade-mark expropriation. 


The province of British Columbia has passed three pieces of legislation directly affecting tobacco 
companies doing business in that province — the Tobacco Damages and Health Care Costs Recovery 
Act (which has been proclaimed and is being challenged in the courts by the three major Canadian 
tobacco companies); the British Columbia Tobacco Fee Act which seeks to license and charge a fee to 
manufacturers selling tobacco products in the province and prohibits recovery of the license fees through 
increased prices; and the Tobacco Sales Amendment Act, 1998, with its stringent requirements for the 
reporting of additives, ingredients and constituents of tobacco products on a regularly scheduled basis. 


PRODUCT LIABILITY CLAIMS 

As has been noted in previous Annual Reports, a potential class action was commenced by four individuals 
in Ontario in 1995 against RBH and the two other major tobacco companies operating in Canada. In 
addition to seeking the permission of the Court to proceed as a class action, the claim seeks, amongst 
other things, damages, both compensatory and punitive, on behalf of each of the plaintiffs and potential 
class members. 


As noted in last year’s Annual Report, a product liability claim was commenced in 1997 in Ontario by an 
individual against RBH and Imperial Tobacco Limited. In this claim, the plaintiff seeks general damages 
in the amount of $1,000,000 plus aggravated, punitive and exemplary damages (unstated as to amount). 


In September 1998 a motion was filed in Quebec seeking court authorization to institute a class action 
against RBH and the two other major Canadian tobacco companies. The plaintiffs claim to represent a 
class consisting of all persons residing in Quebec who are or have been addicted to tobacco products. In 
addition to seeking authorization to institute the claim, the plaintiffs seek on behalf of themselves and 
each class member $5,000 exemplary damages, and general damages to be assessed. 
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In November 1998, another separate motion was filed in Quebec seeking court authorization to institute 
a class action against RBH and the other two Canadian tobacco companies. In this motion, the plaintiff is 
the Quebec Council on Smoking and Health, a non-governmental organization, and seeks to certify a class 
consisting of persons who have allegedly suffered certain diseases as a result of smoking cigarettes 
manufactured by the defendants. In addition to seeking general and exemplary damages, the plaintiff also 
seeks the establishment of a fund with the objects of limiting cigarette consumption, supporting medical 
research into tobacco linked illnesses, and reimbursing the province for certain health care costs incurred 
by it in treating those illnesses. 


In November 1998, the province of British Columbia issued a writ against RBH, Rothmans Inc., and other 
Canadian and foreign tobacco companies pursuant to the Tobacco Damages and Health Care Costs 
Recovery Act seeking recovery of the costs to the province of providing health care benefits to British 
Columbia residents who have allegedly suffered smoking related diseases. As previously noted, RBH 
filed a constitutional challenge to the validity of this Act which is scheduled to be heard in 1999. 


RBH believes it has strong defenses to each of the above claims, has and will continue to deny all liability 
and will be defending the actions vigorously. In addition, RBH is opposing any attempts by plaintiffs 
to inappropriately proceed by way of class actions. 


TOBACCO TAXATION 

There have been modest tax increases at the federal and provincial levels since the tax rollbacks of 
February 1994 that resulted in significantly lower retail prices in the major provinces of Eastern Canada. 
These rollbacks have been very effective in bringing about the virtual elimination of international 
smuggling of tobacco products into Canada from foreign jurisdictions. RBH is adamantly opposed to 
such activity as it undermines the legitimate Canadian tobacco industry, its employees, shareholders, 
wholesalers, retailers and consumers, as well as government tax coffers. Any return to the tax regime 
that existed prior to February 1994 would be viewed as being very unfavourable to all concerned as a 
resumption of international smuggling would be the likely result. 


RBH is concerned about recent proposals from federal and provincial tax authorities that could result in 
semi-manufactured or roll-your-own products, including tobacco sticks, being taxed at a level that would 
make these products unattractive to consumers. Any such tax changes would serve to increase the potential 
for roll-your-own consumers to seek relief from higher priced factory-made products. The resurgence of 
the black market that would likely arise in response to this re-kindled demand would be to the detriment 
of the company, particularly with respect to its leading position in the semi-manufactured or roll-your- 
own product category. 


FOCUS AND OUTLOOK 

Rothmans Inc. and its operating company RBH plan to continue their single-minded quest for improvement 
in market share and profitability in the tobacco industry in the Canadian market. These objectives will 
be sought through singleness of purpose, consumer-driven product innovations, and product availability 
to those Canadians who choose to use our products in spite of ever-increasing government regulations 
and constraints. 


iil 


ike consolidated financial statements of Rothmans Inc. and its subsidiary companies have been prepared 
by management and are in accordance with generally accepted accounting principles in Canada. The 
significant accounting policies are outlined in Note 1. All other financial and operating information 
in the annual report is consistent with that contained in the financial statements. 


Management is responsible for maintaining a system of internal accounting controls which provides 
reasonable assurance that assets are safeguarded and that reliable financial information is produced. 
Management believes that existing internal controls are appropriate in terms of cost and risk to meet these 
objectives. Internal auditors employed by the Company and its subsidiaries monitor accounting records 
and related systems. 


PricewaterhouseCoopers LLP were appointed by the shareholders at the 1998 annual meeting as independent 
auditors to examine and report on the Company’s consolidated financial statements and their report appears 
on this page. As part of their examination, PricewaterhouseCoopers LLP reviewed internal control 
systems to the extent deemed necessary to support their opinion on such financial statements. 


The Company’s Board of Directors has overall responsibility for and has approved the consolidated financial 
statements and all other information in the annual report. The Board has appointed an Audit Committee 
consisting of four directors to review the audited consolidated financial statements prior to their submission 
to the full Board. The Committee also meets periodically throughout the year with Company officials, 
internal auditors and PricewaterhouseCoopers LLP. 
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President and 
Chief Executive Officer 


May 5, 1999 


To The Shareholders of Rothmans Inc.: 

We have audited the consolidated balance sheets of Rothmans Inc. as at.March 31, 1999, 1998 and 1997 and 
the consolidated statements of earnings, retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at March 31, 1999, 1998 and 1997 and the results of its operations and its 
cash flows for the years then ended in accordance with generally accepted accounting principles. 


Prernatirhauaforpty LLP 


Chartered Accountants 
Toronto, Ontario 


April 27, 1999 
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EARNINGS 


RETAINED EARNINGS 


Year ended March 34 


REVENUES: 
Sales, net of excise duty and taxes 
Investment income 


Total revenues 


COSTS: 
Operating costs 
Interest (income) expense (Note 4) 


Total costs 


Earnings before income taxes 
and minority interest 


Income taxes (Note 8) 
Earnings before minority interest 
Minority interest 


Earnings for the year 


Earnings per common share 


Balance at beginning of year 


Earnings for the year 


DIVIDENDS PAID: 
Common shares 
(1999 — $23.00 per share 
1998 — $6.00, 1997 — $6.00) 


Balance at end of year 


The accompanying notes are an integral part 
of the financial statements 
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In thousands of dollars 


1999 1998 1997 
$532,883 $522,063 $518,647 
2,378 2,639 1,609 
$535,261 524702 520,256 
347,886 329,293 344,533 
(518) (836) (803) 
347,368 328,457 343,730 
187,893 196,245 176,526 
80,520 84.249 75,753 
107,373 111,996 100,773 
42,818 44,432 40,158 


$ 64555 $ 67564 $ 60,615 


Sere lero 26 $11.00 


$171,752 $137,252 $109,701 


64,555 67,564 —_—«60,615 
236,307 204,816 170,316 
(126,746) (33,064) _ (33,064) 


$ 109,561 $171,752 _$ 187,252 


ROTHMANS INC. 
and Subsidiary Companies 
(Incorporated under the 


laws of Canada) 


In thousands of dollars 


March 34 1999 1998 1997 
ASSETS CURRENT ASSETS 
Cash and short-term investments $ 38,068 $ 99,725 $ 72,155 
Accounts receivable (Note 10) 41,918 42,642 54,631 
Inventories (Note 2) 199,878 197,298 188,493 
Prepaid expenses 1,438 1,196 1,405 
Total current assets 281,302 340,861 316,684 
Capital assets (Note 3) 46,527 37,014 38,497 
Deferred income taxes 7,771 13,946 15,116 
Other assets 13,902 1,066 L317 


$349,502 $392,887 $371,614 


LIABILITIES CURRENT LIABILITIES 
Bank indebtedness (Note 4) $ 55,606 $ 33,330 $ 43,042 
Accounts payable and accrued 
liabilities 58,496 50,889 58,728 
Excise and other taxes payable 16,175 16,248 21,017 
Income taxes payable 9,440 23,377 17,899 
Total current liabilities 139,717 123844 135,681 


Minority interest in subsidiary company __72,875 69,942 71,332 
212,592 193,786 ——-207,013 


SHAREHOLDERS’ Capital stock (Note 5) 27,349 27,349 27 349 
EQUITY Retained earnings 109,561 171,752 187,252 
Total shareholders’ equity 136,910 199101 164,601 


$349,502 $392,887 $371,614 


The accompanying notes are an integral part 
of the financial statements 


Approved by the Board: 


(yee fet tame *- 


Director 


IROTHMANS INC. 


vy Ce panties 
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Cash flows from (used in): 


OPERATING ACTIVITIES 


INVESTING ACTIVITIES 


FINANCING ACTIVITIES 


COMPRISED OF 


Year ended March 34 


Earnings for the year 


Adjusted for non-cash items- 
Amortization 


Minority interest 
Deferred income taxes 
Gain on sale of capital assets 


Net (increase) decrease in non-cash 
operating working capital 


Proceeds on sale of capital assets 
Additions to capital assets 
(Increase) decrease in other assets 


Dividends-— 

By the Company 

By a subsidiary company to 

minority shareholder 
Proceeds (repayment) of 
short-term borrowing 


(Decrease) increase in cash 
Cash at beginning of year 
Cash at end of year 


Cash 
Short-term investments 


The accompanying notes are an integral part 
of the financial statements 


15 


1999 


In thousands of dollars 


1998 


1997 


$ 64,555 $ 67564 $ 60,615 


5,731 6,464 6,209 
42,818 44,432 40,158 
6,175 1,170 133 
(403) (806) (62) 
118,876 118,824 107,053 
(8,501) —*1,268 ~—(29,444) 
110,375 120,092 77,609 
482 922 147 
(15,323) (5,097) _— (7,604) 
(12,836) 251 380 
(27,677) (3,924) __ (7,077) 
(126,746) (33,064) (33,064) 
(39,885) (45,822) (39,844) 
22,276 (9,712) _29,897 
(144,355) (88,598) _ (43,011) 
(61,657) 27,570 ~—-27,521 
99,725 72,155 «44,634 


$ 38,068 $ 99,725 $ 72,155 


$01,532. .$ 


36,536 


1,604 $ 10,876 


98,121 


61,279 


$ 38,068 $ 99,725 $ 72,155 


ROTHMANS INC. 
and Subsidiary Companies 
(Incorporated under the 
laws of Canada) 


NOTES ’' 


| 
FINANCIA 


1. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 

The consolidated financial statements are prepared on 

the historical cost basis in accordance with the accounting 

principles generally accepted in Canada. 


a) Principles of Consolidation 
The consolidated financial statements include the 


accounts of the Company and all subsidiaries. 


b) Use of Estimates 


The preparation of financial statements in 
conformity with generally accepted accounting 
principles requires management to make 
estimates and assumptions that affect the 
amounts reported in the consolidated financial 
statements and accompanying notes. 


These estimates are based on management’s 
best knowledge of current events and actions 
that the Company may undertake in the future. 


c) Inventories 


Inventories are stated at the lower of cost and 
net realizable value. 


Capital Assets 


Capital assets are recorded at cost. Amortization 
is provided on the straight-line basis over the 
estimated service lives of the assets, which are 

as follows for the principal asset categories: 


Buildings — 30 years 
Machinery and equipment —-3 to 10 years 
Motor vehicles —5 years 


—term of lease; not 
to exceed 10 years 


Leasehold improvements 


Pensions 


Pension benefit obligations are determined by 
independent actuaries using the accrued benefit 
method. Adjustments arising from plan amend- 
ments, changes in assumptions, experience gains 
and losses and the net transitional pension asset 
are amortized over the expected average remaining 
service life of the employee group. 


f) Other Retirement Obligations 


In addition to providing pension benefits, the 
company currently provides life insurance and 
extended health care benefits for most retirees, 
and salaried and hourly employees who become 
eligible for these benefits, as they retire from 
active employment. Substantially, all of the health 
care benefits are self-insured, while life insurance 
benefits are provided through insurance contracts. 
The company has recognized the cost of 
providing such benefits on an accrual basis. 


Marketing 


Marketing costs, including those related to the 
introduction of new brands, are charged against 
earnings during the year in which they are incurred. 


8) 
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In thousands of dollars 


h) Earnings Per Common Share 
Earnings per common share are based on the 
weighted average number of shares outstanding 
during the year. 
2. INVENTORIES 
1999 1998 1997 
Leaf tobacco $ 90,922 $ 96,823 $ 94,348 
Finished goods 85,977 76,958 — 71,304 
Packaging material and other _ 22,979 23517 22,841 


$199,878 $197,298 $188,493 


3 CAPITAL ASSETS 


Cost 1999 1998 1997 
Land and landimprovements $ 1,490 $ 1,469 $ 1,469 
Buildings 20,711 19,704 19,574 
Machinery and equipment 113,633 105,063 103,094 
Motor ade 1,074 1,075 1,074 
Leasehold improvements 3,082 3,158 2,928 

139,990 130,464 128,139 
Accumulated amortization 93,463 93.450 ~—-89,642 


$ 46,527 _$ 37,014 $ 38,497 


Accumulated amortization 1999 1998 1997 
Land improvements § 90 $° 9D tae 
Buildings 10,168 9,638 9,128 
Machinery and equipment 79,376 79,894 76,732 
Motor vehicles 1,054 1,047 1,027 
Leasehold improvements 2,775 2,780 2,675 


$ 93,463 $ 93.450 $ 89,642 
4. BANK INDEBTEDNESS 
1999 1998 1997 


Bank indebtedness $ 55,606 $ 33,330 $ 43,042 


Interest income is net of related interest expense of 
$469,000 (1998 — $485,000; 1997 - $479,000) on bank 
and other short-term indebtedness. 


& CAPITAL STOCK 


Authorized 

An unlimited number of common shares 

Issued 1999 1998 1997 
5,010,684 common shares $ 27,349 $ 27,349 $ 27,349 
Ownership 


Rothmans of Canada Limited, a wholly-owned subsidiary 
of Rothmans International B.V., is the owner of 71.2% of 
the Company’s issued common shares. 


6. FINANCIAL INSTRUMENTS 


The Company uses foreign currency forward contracts to 
hedge the economic risk of certain foreign currency 
transactions. The Company follows a policy of not using 
financial instruments for speculative purposes and has 
procedures in place to monitor and control their use. 


Due to their short-term maturities, the carrying value of 
the Company’s investments, accounts receivable, accounts 
payable, excise and other taxes payable, and bank 
indebtedness approximates their estimated fair value. 


7. PENSIONS 


The Company maintains pension plans which provide 
retirement benefits for employees. Pension obligations 
are funded with independent trustees in accordance 
with legal requirements. As at March 31, 1999, the actuarial 
present value of accrued defined benefit pensions is 
estimated to be $104,616,000. The market value of the 
defined benefits fund assets is approximately $121,950,000. 


8. INCOME TAXES 


The consolidated effective income tax rate is made up 
as follows: 


1999 1998 1997 
% % % 
Combined federal and pro- 
vincial basic and surtax rates 48.2 48.1 48.3 
Manufacturing and processing 
tax credits (5.2) (6.1) (6.3) 
Non-taxable dividends 0.1 0.1 0.1 
Effective income tax rate 42.9 42.9 42.9 


9. COMMITMENTS AND 
CONTINGENT LIABILITIES 


In the normal course of business, the Company and its 
subsidiaries have commitments in respect of capital 
expenditures, purchase of tobacco and sponsorship obligations. 


Commitments under operating lease obligations 
relate to fleet automobiles, warehouses and offices. 
The following table summarizes the minimum 
lease payments due after March 31, 1999: 


Year ending March 31- 
2000 Si 825 
2001 3,120 
2002 2,435 
2003 2,114 
2004 2,004 
Years subsequent to March 31, 2004 220 
$ 15,423 


Rothmans, Benson & Hedges Inc., the operating company, 
together with two other tobacco companies in Canada 
have been served with five claims relating to the 
consumption of tobacco products which seek, amongst 
other things, damages both punitive and exemplary on 
behalf of each of the plaintiffs. 


The lawsuits remain at an early stage and an estimate of 
the loss, if any, cannot be made. Rothmans, Benson & 
Hedges Inc. denies the allegations in the claims, and intends 
to vigorously defend the actions. 


10. RELATED PARTY 
TRANSACTIONS 


In the ordinary course of business, the Company 
purchased goods for resale and related services from 
Rothmans group subsidiary companies at fair market 
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In thousands of dollars 


value, in the amount of $12,970,000 (1998 — $14,153,000; 
1997 — $12,244,000) and had sales to these companies, 
combined with services rendered, totaling $3,428,000 
(1998 — $4,610,000; 1997 — $2,897,000). Included in 
accounts receivable, as at March 31, 1999, are amounts 
due from these companies of $893,000 (1998 — $451,000; 
1997 — $193,000). 


til. UNCERTAINTY DUE TO 
THE YEAR 2000 ISSUE 


The Year 2000 Issue arises because many computerized 
systems use two digits rather than four to identify a 
year. Date-sensitive systems may recognize the year 
2000 as 1900 or some other date, resulting in errors 
when information using year 2000 dates is processed. 
In addition, similar problems may arise in some 
systems which use certain dates in 1999 to represent 
something other than a date. The effects of the Year 
2000 Issue may be experienced before, on or after 
January 1, 2000, and, if not addressed, the impact on 
operations and financial reporting may range from 
minor errors to significant systems failure which could 
affect an entity’s ability to conduct normal business 
operations. It is not possible to be certain that all 
aspects of the the Year 2000 Issue affecting the entity, 
including those related to the efforts of customers, 
suppliers, or other third parties, will be fully resolved. 


12. ROTHMANS INTERNATIONAL 
AND BRITISH AMERICAN 


TOBACCO MERGER 


The previously announced merger of Rothmans 
International with British American Tobacco (BAT) 
is scheduled to be completed during the second 
quarter of 1999. If the merger is completed, it is 
anticipated that BAT, the continuing entity, will 
divest the Canadian tobacco interest of Rothmans 
International in response to regulatory impediments 
to merging the Canadian interests of BAT and 
Rothmans International. Until the merger is 
approved and details regarding the structuring of 
any disposal are known, the company’s financial 
statements will continue to be prepared on the basis 
that any disposal will not impact the operations of 
the company or its ownership in Rothmans, Benson 
& Hedges Inc. 


13. STATEMENT OF CASH FLOWS 


In accordance with the new recommendations of 
the Canadian Institute of Chartered Accountants, 
the Company has adopted the new statement of 
cash flows format. The comparative numbers on the 
statement of cash flows have been restated to 
conform with this new presentation. This follows 
the Institute’s suggestion of early adoption. 


COMPANY VALUE A 


FOR THE YEAR ENDED 


In thousands of dollars 


1999 1998 
WEALTH CREATED Gross revenue $ 964,726 $ 937,260 
Interest income $ 3,365 $ 3,960 
Paid to suppliers for 
materials and services $(263,725) $(246,213) 
Total wealth created $ 704,366 100% _$ 695,007 100% 
DISTRIBUTED Employees $ 71,636 10% $ 69,383 10% 
AS FOLLOWS 
Government 
Federal excise duty & taxes $ 431,843 $ 415,197 
Corporate income & 
capital taxes $ 81,411 $ 85,251 
Payroll & municipal taxes $ 5,903 S628 


$ 519,157 74% $ 506,679 73% 


Providers of capital and other 


Minority interest $ 42,818 $ 44,432 
Dividends * $ 64,555 $ 33,064 
Interest on borrowings $ 469 $ 485 
Amortization $_ 5,731 $ 6,464 
$113,573 16% $ 84445 12% 


Reinvested in the company 
34,500 5% 


Retained Earnings $ - 0% $ : 


Total wealth distributed $ 704,366 100% $ 695,007 100% 


* Total dividends for the year were $126,746 of which, $64,555 was the portion created out of current years wealth. 


Value added is a measure of the wealth the Company has created by adding to the cost of raw materials, 
products and services purchased. The schedule summarizes total wealth created and shows how it has been 
shared by employees in the form of salaries, benefits and pensions; by the Government in the form of taxation; 
and by providers of capital in its shareholders and financial institutions. The calculation takes into account 
amounts retained and reinvested in the Company for replacement of assets and further development of 
operations. 


Employees (10%) 


Providers of capital and other (16%) Government (74%) 
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In thousands of dollars 


Total for 

Quarter ended | June 30 September 30 _ December 31 March 31 the Year 
SALES (net of excise duty and taxes) 

1998 - 1999 $ 136,741 $ 142,466 $ 130,136 $ 123,540 $ 532,883 

1997 - 1998 $ 129,463 $ 143,196 S 101,774 $ 117,630 $ 522,063 
EARNINGS 

1998 - 1999 $916,395 $ 17,294 $ 13,948 $ 16,918 $ 64,555 

1997 - 1998 $115,989 $17,627 $07,157 $) 16,791 $ 67,564 
EARNINGS PER COMMON SHARE 

1998 - 1999 $ 2.98 $ e13 $ 208 $ 3.07 Stet 

1997 - 1998 $ 2.90 $ 3.20 $ 3.14 $ 3.05 Se 12.26 


COMMON SHARE MARKET PRICE 
Quarterly range and closing (dollars) 


250 
High 
Close 
Low 
200 [ | 
150 . + 1: $94 million total payout ~ 
breul 
100 il 4 
June 1 
Shee 
$8 
>. $44 million total payout 
50 f 
f r I. bie F 
A December 17, 1990 
July 31, 1987 Special dividend 
Special dividend $16 per share 
$40 per share $88 million total payout 
$220 million total payout 
0 = 


T T Al T ale q 
86/87 87/88 88/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 
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In thousands of dollars 


Year ended March 31 1999 1998 1997 1996 
OPERATIONS 
Sales, net of excise duty 
and taxes $ 532,883 $ 522,063 $ 518,647 $ 485,891 
Earnings— 
Before minority interest $ 107,373 $ 111,996 $100,773 $ 95,890 
Minority interest 42,818 44,432 40,158 38,129 
Earnings for the year $ 64,555 $67,564 x} 60615 _$ 57764 
Additions to capital assets $ 15,323 $ 5,097 $ 7,604 $ 7,044 
Amortization of capital assets 5,731 6,464 6,209 6,185 
Interest income (expense) 518 836 803 1,453 
Dividends paid- 
Preferred = - - - 
Common 126,746 33,064 33,064 74,394 
FINANCIAL POSITION AT YEAR END 
Working capital $ 141,585 S$. 217,017 $ 181,003 $ 153,935 
Capital assets, net 46,527 37,014 38,497 37,ker 
Total assets 349,502 392,887 371,614 320,091 
Shareholders’ equity 136,910 199,101 164,601 137,050 
PER COMMON SHARE 
Earnings S$ 1171 $ 12.26 $ 11.00 $ 10.48 
Dividends paid 23.00* 6.00 6.00 13.50* 
Shareholders’ equity 24.84 36.13 29.87 24.87 
RATIOS 
Return on average total 
capital employed (%) 57.2 59.1 55.4 50.1 
Return on average shareholders’ 
equity (%) 38.4 37.2 40.2 89:7 
Working capital ratio 2.0 2.8 is 2.4 


* Includes a special dividend — 
$17.00 per share in 1998/99; 
$ 8.00 per share in 1995/96; 
$18.00 per share in 1993/94; 
$16.00 per share in 1990/91. 
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In thousands of dollars 


1995 1994 1993 1992 1991 1990 

$ 459,584 $ 456,059 $ 468,212 $ 444,524 $417,396 $ 387,735 
$ 100,771 $ 96,458 $ 91,335 $ 81,248 $ 68,725 $ 64,526 
$ 40,070 37,804 36,008 31,943 25,407 24,132 
$ 60,701 $ 58,654 $ 55,327 $ 49,305 $ 43,318 $ 40,394 
oe 5 100 $ 5,393 $ 6,295 $ 5,828 $ 3,331 aay 
6,505 8,261 8,135 7,058 7,320 9,064 
1,539 1,483 344 (577) (6,656) 75 

E = e 1,556 1,527 1,595 

22,043 121,235 22,043 20,390 101,397 11,021 

$ 171,506 $ 116,665 $ 192,811 $ 160,021 $ 155,637 $217. 157 
36,451 37,915 43,718 44,161 46,377 55,575 
347,609 372,452 406,358 390,230 354,759 432,161 
153,683 115,025 177,606 144,322 139,628 199,545 
oe e02 $ 10.64 $ 10.04 $ 8.66 Go) 758 $ = 7.04 
4.00 22.00* 4.00 3.70 18.40* 2.00 
27.89 20.87 32.23 26.19 21.24 32.05 
66.1 50.6 40.0 32.0 24.4 21.5 

45.2 40.0 34.4 34.7 25.5 21.7 

2.4 1.6 2.3 2.0 ou 2.4 


250 
—= Special 
—— Preferred 
—— Regular 
200 


150 


100 
50. 
eo i & a | 


87/88 88/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 
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ROTHMANS INC. DIVIDEND PAYMENTS 
(millions of dollars) 


The Company generates sufficient funds from operations to 
capitalize on strategic investment opportunities for increased 
market share and profitability in Canada’s tobacco industry. 
Since RBH was formed in late 1986, surplus funds have been 
returned to shareholders through increases in the regular 
dividend rate combined with a series of special dividends. 
The largest of these was paid in June 1987 following the sale 
of the Company’s interest in Carling O’Keefe Limited. 


Dividends to Preferred shareholders continued until all 
outstanding Preferred shares were redeemed in 1992 at a cost 
of $22.6 million. Regular dividends have been increased from 
$11.0 million in 1989/90 to $33.1 million in 1998/99. In total, 
dividend payments on common shares amounted to $565.4 
million, or $102.60 per share over the ten year period. 


ROTHMANS INC. OFFICERS 


Chairman of the Board 
The Hon. William M. Kelly 


President and Chief Executive Officer 
Joe Heffernan 


Vice President Finance 
Dennis Robertson 


Assistant Secretary 


Brenda J. Moher 


ROTHMANS, BENSON & HEDGES INC. 
OFFICERS 


President and Chief Executive Officer 

John R. Barnett 

Vice President Leaf and Product Development 
Larry Bowen 


Vice President Corporate Affairs and Secretary 
John E. Broen 


Vice President Operations 


Warren Finlay 


Vice President Sales 
Ron Funk 


Sr. Vice President Marketing and Sales 
Robert L. Llewellyn 


Vice President Finance and Administration 
Dennis Robertson 


Vice President Human Resources & Industrial Relations 
Jean-Pierre Suys 


Assistant Secretary 


Brenda J. Moher 


ROTHMANS, BENSON & HEDGES INC. 
Sales Regions: 

Western Canada 

Ontario 

Quebec 

Eastern Canada 


Corporate Offices: 
Toronto, Ontario 
Plant Locations: 


Quebec City, Quebec 
Brampton, Ontario 


Sales Locations: 

Vancouver, British Columbia 
Calgary, Alberta 
Edmonton, Alberta 
Saskatoon, Saskatchewan 
Winnipeg, Manitoba 
Toronto, Ontario 
Burlington, Ontario 
London, Ontario 

Ottawa, Ontario 
Montreal, Quebec 
Sainte-Foy, Quebec 
Dartmouth, Nova Scotia 
St. John’s, Newfoundland 
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ROTHMANS INC. 


Corporate Office: 

1500 Don Mills Road, 
Toronto, Ontario 
M8B 38L1 


Shareholder Information: 

Annual Meeting: 

The Annual Meeting of Shareholders will be held 
at The Chateau Frontenac Hotel 

1, rue des Carriéres 

Quebec, Quebec 

on Thursday, July 15, 1999 at 11:00 a.m. 


Transfer Agent and Registrar: 

Investors are encouraged to contact our Transfer 
Agent and Registrar, CIBC Mellon Trust Company, 
for information regarding their security holdings. 
They can be reached at: 


CIBC Mellon Trust Company 
P.O. Box 7010 

Adelaide Street Postal Station 
Toronto, Ontario 


M5C 2W9 


Answerline™: (416) 643-5500 or 1-800-387-0825 
(Toll Free throughout North America) 


Facsimile: (416) 643-5501 
Web site: www.cibcmellon.ca 
Email: enquiries@cibcmellon.ca 


Solicitors: 

Smith Lyons 
Toronto, Ontario 
MSH 227 


Auditors: 
PricewaterhouseCoopers LLP 


Toronto, Ontario 
M5H 1V8 


Reporting Calendar: 

The Corporation’s year end is March 31. 
The annual report is mailed in June, and 
quarterly results are mailed in August, 
November, and February. 


Dividend Payment Dates: 
Quarterly; in the months of March, June, 
September and December. 


This annual report was designed and composed entirely by RBH employees. 
Printed in Canada. 
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